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price of the collection consumed there when reparations are
being paid, or if it means the price of any defined composite
commodity intermediate between these two collections, the
issue is more complex. Provided, however, that each country's
imports are small in value relatively to its consumption of home
produce, a measure of general price level in Germany calculated
on any of these plans will move in nearly the same way as the
measure postulated in the preceding section. It will probably,
though not certainly, be effected by reparation payments in
the same way. It is extremely improbable, but not impossible,
that, the American measure remaining unchanged, the German
measure, after the payments have been imposed, will rise.
§ 4. The implication that, the American price level re-
maining unchanged, it is theoretically conceivable for the
German price level to rise, presents itself to some persons,
when looked at from the money side, as a violent paradox,
which must be false. It is impossible, they hold, for the repara-
tion goods to get out of Germany into America unless the price
level in Germany falls relatively to the American price level.
A consideration of the money mechanism involved renders
this, as they hold, obvious. As a corollary, the conclusion
reached in the last chapter to the effect that in certain con-
ceivable circumstances the imposition of a reparations obliga-
tion will turn the real ratio of interchange in favour of Germany
must be wrong. It would thus seem that monetary and
non-monetary analysis lead to inconsistent results. There is
thus something to be explained.
§ 5. The explanation, I suggest, is that the monetary
analysis, if such it can be called, set out in the last paragraph
involves a misunderstanding of the way in which the monetary
mechanism works, and is incorrect. To show this, let us postu-
late a state of things in which reparation payments leave the
real ratio of interchange exactly what it was before : and in
which, therefore, all the trade transactions that used to go
on still go on, with the reparation payments superimposed on
them. The price levels in both countries will then be un-
altered. There is no difficulty about the monetary mechanism.
Both countries produce the same quantity of goods for the
same aggregate money cost of production as before. There-
fore they have the same aggregate money incomes. But every
year out of the money income of the reparations-paying

